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manufacture, construction, production,
or purchase of such assets is com-
pleted.

§1.341-3 Presumptions.

(a) Unless shown to the contrary a
corporation shall be considered to be a
collapsible corporation if at the time of
the transactions described in §1.341-1
the fair market value of the section 341
assets held by it constitutes 50 percent
or more of the fair market value of its
total assets and the fair market value
of the section 341 assets is 120 percent
or more of the adjusted basis of such
assets. In determining the fair market
value of the total assets, cash, obliga-
tions which are capital assets in the
hands of the corporation, governmental
obligations, and stock in any other cor-
poration shall not be taken into con-
sideration. The failure of a corporation
to meet the requirements of this para-
graph, shall not give rise to the pre-
sumption that the corporation was not
a collapsible corporation.

(b) The following example will illus-
trate the application of this section:

Example A corporation, filing its income
tax returns on the accrual basis, on July 31,
1955, owned assets with the following fair
market values: Cash, $175,000; note receivable
held for investment, $130,000; stocks of other
corporations, $545,000; rents receivable,
$15,000; and a building constructed by the
corporation in 1953 and held thereafter as
rental property, $750,000. The adjusted basis
of the building on that date was $600,000. The
only debt outstanding was a $500,000 mort-
gage on the building. On July 31, 1955, the
corporation liquidated and distributed all of
its assets to its shareholders. In computing
whether the fair market value of the section
341 assets (only the building) is 50 percent or
more of the fair market value of the total as-
sets, the cash, note receivable, and stocks of
other corporations are not taken into ac-
count in determining the value of the total
assets, with the result that the fair market
value of the total assets was $765,000 ($750,000
(building) plus $15,000 rents receivable).
Therefore, the value of the building is 98 per-
cent of the total assets ($750,000+$765,000).
The value of the building is also 125 percent
of the adjusted basis of the building
($750,000+$600,000). In view of the above facts,
there arises a presumption that the corpora-
tion is a collapsible corporation.
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§1.341-4 Limitations on application of
section.

(a) General. This section shall apply
only to the extent that the recognized
gain of a shareholder upon his stock in
a collapsible corporation would be con-
sidered, but for the provisions of this
section, as gain from the sale or ex-
change of a capital asset held for more
than 1 year (6 months for taxable years
before 1977; 9 months for taxable years
beginning in 1977). Thus, if a taxpayer
sells at a gain stock of a collapsible
corporation which he had held for six
months or less, this section would not,
in any event, apply to such gain. Also,
if it is determined, under provisions of
law other than section 341, that a sale
or exchange at a gain of stock of a col-
lapsible corporation which has been
held for more than 1 year (6 months for
taxable years before 1977; 9 months for
taxable years beginning in 1977) results
in ordinary income rather than long-
term capital gain, then this section (in-
cluding the limitations contained here-
in) has no application whatsoever to
such gain.

(b) Stock ownership rules. (1) This sec-
tion shall apply in the case of gain re-
alized by a shareholder upon his stock
in a collapsible corporation only if the
shareholder, at any time after the ac-
tual commencement of the manufac-
ture, construction, or production of the
property, or at the time of the pur-
chase of the property described in sec-
tion 341(b)(3) or at any time thereafter,
(i) owned, or was considered as owning,
more than 5 percent in value of the
outstanding stock of the corporation,
or (ii) owned stock which was consid-
ered as owned at such time by another
shareholder who then owned, or was
considered as owning, more than 5 per-
cent in value of the outstanding stock
of the corporation.

(2) The ownership of stock shall be
determined in accordance with the
rules prescribed by section 544(a)(1), (2),
(3), (), and (6), except that, in addition
to the persons prescribed by section
544(a)(2), the family of an individual
shall include the spouses of that indi-
vidual’s brothers and sisters, whether
such brothers and sisters are by the
whole or the half blood, and the
spouses of that individual’s lineal de-
scendants.
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